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Karelian has been hunting for diamonds in Finland for 10 years. It is
focused on the Finnish side of an Archean Craton which hosts Alrosa’s
Lomonosova and Lukoil’s Grib mines in Russia, both these mines are
large operations. Karelian and its partner Rio Tinto are searching for
something similar in Finland. Karelian has had various successes,
including a recent (2015) new kimberlite discovery in a place called
Riihivaara. This is the current focus and likely to be the main source of
news flow during 2016.

Although Karelian’s exploration activities are relatively early stage and
high risk, Eastern Finland is an underexplored region which is known
to host diamondiferous kimberlites in very similar rocks to those in
Russia. The potential of finding a large diamond mine in a stable, mining
friendly, jurisdiction is the basis of the Karelian investment case.

Karelian’s portfolio of kimberlites

Karelian is focused on two areas in Finland — Kuhmo and Kuopio-Kaavi. In
Kuhmo, Karelian’s main projects are Riihivaara and Seitapera (setepira). The
former is a new kimberlite, discovered in 2015 and Karelian’s current focus.
Rio’s team is involved in analysing the deposit’s chemistry. Meanwhile, in the
search for larger kimberlite bodies, regional geochemical sampling is ongoing.

Rio Tinto agreement

In 2014 Karelian signed a confidentiality agreement with back-in rights with
Rio Tinto. In return for Rio disclosing confidential information to Karelian, Rio
has the right to earn 51% in any of Karelian’s projects in return for funding
construction of a mine i.e. if any of Karelian’s projects end up being built by
Rio, Karelian retains a 49% free carried interest to production.

Russian mines on the Archean Craton

The Lomonosova and Grib mines were discovered relatively recently (1980’s).
Grib is expected to produce 4.5Mcts in 2016, which would make it one of the
largest mines in the world. Lomonosova produces less (circa 1.4 million carats
per year) but has a very substantial 96 million tonne resource.

Finland — mining friendly
Finland is regarded as one of the best countries in which to mine. According to

the Fraser Institute’s latest report, Finland sits at number 5 in its Investment
Attractiveness Index which looks at both mineral and policy perception.
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The Archean Craton which straddles Russia and Finland is known to host diamondiferous kimberlites, and most
notably the Grib Mine and Lomonosova Mines on the Russian side. In Finland several diamond bearing
kimberlites have been discovered. The two main areas are Kuhmo-Lentiira in Eastern Finland and Kuopio-Kaavi
approximately 200km to the south. Well known kimberlites include AG Mining’s Lahtojoki (lakto-joki) kimberlite
in Kuopio-Kaavi and Karelian’s Seitapera (setepira) in Kuhmo-Lentiira. Lahtojoki is probably the most advanced
kimberlite diamond project in Finland.
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Karelian’s Riihivaara (rihavara) kimberlite

In Q1 2015 Karelian discovered a new kimberlite body in the Kuhmo area. This is the first discovery of a kimberlite
body in Finland in over 10 years. The kimberlite extends for at least 250m and is likely to be a dyke. It remains
open in both directions along strike, and at depth, with widths of up to 2m intersected.

The Riihivaara kimberlite shows positive mineral chemistry results for diamonds. Diamond indicator Type |
eclogitic garnets are abundant and these tend to be associated with diamonds. Similarly, G10 harzburgitic garnets
were also present in the sample and these are also associated with the presence of diamonds. Rio Tinto’s analysis
on samples collected close to the kimberlite body identified other high category diamondiferous kimberlite
indicator minerals. An extensive ground magnetic survey has been undertaken which has identified new diamond
exploration targets within the immediate area.

Karelian’s Seitapera (setepira) kimberlite

Karelian’s Seitapera project was a key focus for the company in 2007-2008. A sampling programme in 2008
involved the micro-diamond analysis of 5 bulk samples taken from different parts of the kimberlite. The best
result was from the first sample which produced 61 micro-diamonds and 7 macro-diamonds from a 100 kg
sample, suggesting potential for economic diamond grades.
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Of the other 4 samples, one contained diamonds while the others did not. These results show that the Seitapera
kimberlite has highly variable grade and more work is required to determine the extent of the high grade areas.
We note the kimberlite is quite large (6.9ha at surface) and has the potential to contain a significant tonnage of
higher grade rock.

Karelian also has the Havukkasuo kimberlite where recent work identified high concentrations of kimberlite
indicator minerals. Two samples each reported over 100 kimberlite indicator minerals. These results imply a
previously unknown extension of the Havukkasuo kimberlite body.

Kuopio-Kaavi (kupio-kavé)

In the 1960’s a Finnish copper mining company (Malmikaivos Oy) discovered the first kimberlite in the Kuopio-
Kaavi area. In 1986 Ashton Mining Ltd set-up a joint venture with Malmikaivos Oy’s to progress the diamond
interests, before it acquired 100% of Malmikaivos Oy in 1994.

Ashton discovered a further 19 kimberlites in the Kuopio cluster. Approximately two thirds of these are diamond
bearing. Ashton was acquired by Rio Tinto. AG Mining now owns kimberlite #7 while Karelian owns kimberlite
#21.

AG Mining - Lahtojoki (lakto-joki) Kimberlite #7

The Lahtojoki Kimberlite (pipe no. 7) is the most well-known pipe in the Kaavi-Kuopio region and probably all of
Finland, discovered by Ashton in 1988 and currently owned by AG Mining. Lahtojoki has been partly evaluated
although grade and value data are as yet unknown. That said, a 1.8 tonne drill sample in 2004 showed a grade of
44 carats per hundred tonnes (CPHT). 23% of the 1,096 stones were macro diamonds.

Kimberlite #12, 13, 20, 21, and 22

Karelian controls #12, 13, 20, 21 and 22 a series of kimberlite pipes in the Kuopio-Kaavi area a number of which
are diamond bearing including body 21. A sample from #21 produced 128 diamonds of greater than 0.8 mm and
a large single stone of 1.126 ct.
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Recommendation Breakdown

During the three months to end-February 2016, the number of stocks on which Beaufort Securities has published recommendations was 306, and the recommendations
were as follows: Buy - 100; Speculative Buy - 183; Hold - 23; Sell - 0.

Full definitions of the recommendations used by Beaufort Securities in its publications and their respective meanings can be found on our website

Disclaimer

This report is published by Beaufort Securities (“Beaufort Securities”). Beaufort Securities is Authorised and Regulated by the Financial Conduct Authority and is a Member
of the London Stock Exchange.

This research is non-independent and is classified as a Marketing Communication under FCA rules. As such it has not been prepared in accordance with legal requirements
designed to promote independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination of investment research in COBS
12.2.5. However Beaufort Securities has adopted internal procedures which prohibit analysts from dealing ahead of non-independent research, except for legitimate
market making and fulfilling clients’ unsolicited orders.

RELIANCE ON THIS NOTE FOR THE PURPOSE OF ENGAGING IN ANY INVESTMENT ACTIVITY MAY EXPOSE AN INDIVIDUAL TO A SIGNIFICANT RISK OF LOSING ALL OF THE
FUNDS, PROPERTY OR OTHER ASSETS INVESTED OR OF INCURRING ADDITIONAL LIABILITY.

By receiving this document, you will not be deemed a client or provided with the protections afforded to clients of Beaufort Securities. When distributing this document,
Beaufort Securities is not acting for any recipient of this document and will not be responsible for providing advice to any recipient in relation to this document. Accordingly,
Beaufort Securities will not be responsible to any recipient for providing the protections afforded to its clients.

Beaufort Securities may effect transactions in shares mentioned herein and may take proprietary trading positions in those shares, and may receive remuneration for the
publication of its research and for other services. Beaufort Securities may be a shareholder in any of the companies mentioned in this report. Accordingly, this document
may not be considered as objective or impartial. Additionally, information may be available to Beaufort Securities or the Group, which is not reflected in this material. The
remuneration of the author of this report is not tied to the recommendations on any shares mentioned nor to the any transactions undertaken by Beaufort Securities or
any affiliate company. Further information on Beaufort Securities’ policy regarding potential conflicts of interest in the context of investment research and Beaufort
Securities’ policy on disclosure and conflicts in general are available on request.

Please refer to

This document is not an offer to buy or sell any security or currency. This document does not provide individually tailored investment advice. It has been prepared without
regard to the individual financial circumstances and objectives of persons who receive it. The appropriateness of a particular investment or currency will depend on an
investor’s individual circumstances and objectives. The investments and shares referred to in this document may not be suitable for all investors.

Past performance is not a guarantee of future performance. Investments may go down in value as well as up and you may not get back the full amount invested. The
listing requirements for securities listed on AIM or ISDX are less demanding and trading in them may be less liquid than main markets.

This document is based on information Beaufort Securities has received from publicly available reports and industry sources. Beaufort Securities may not have verified all
of this information with third parties. Neither Beaufort Securities nor its advisors, directors or employees can guarantee the accuracy, reasonableness or completeness of
the information received from any sources consulted for this publication, and neither Beaufort Securities nor its advisors, directors or employees accepts any liability
whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this document or its contents or otherwise arising in connection with this document
(except in respect of wilful default and to the extent that any such liability cannot be excluded by the applicable law). This document is not to be relied upon and should
not be used in substitution for the exercise of independent judgment.

This document includes certain statements, estimates, and projections with respect to the anticipated future performance of securities listed on stock exchanges and as
to the market for these shares. Such statements, estimates, and projections are based on information that we consider reliable and may reflect various assumptions made
concerning anticipated economic developments, which have not been independently verified and may or may not prove correct. No representation or warranty is made
as to the accuracy of such statements, estimates, and projections or as to its fitness for the purpose intended and it should not be relied upon as such. Opinions expressed
are our current opinions as of the date appearing on this material only and may change without notice. Other third parties may have issued other reports that are
inconsistent with, and reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views, and analytical
methods of the analysts who prepared them. This report has not been disclosed to any of the companies mentioned herein prior to its publication.

The information contained in this document is confidential and is solely for use of those persons to whom it is addressed and may not be reproduced, further distributed
to any other person or published, in whole or in part, for any purpose. Other persons who receive this document should not rely on it. Beaufort Securities, its directors,
officers and employees may have positions in the securities mentioned herein.
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Definitions of Disclosures

1. Inthe past 12 months, Beaufort Securities Limited or its affiliates have had corporate finance mandates or managed or co-managed a public offering of the
relevant issuer’s securities or received compensation for Corporate Finance services from the relevant issuer.

Beaufort Securities Limited expects to receive or intends to seek compensation for Corporate Finance Services from this company in the next six months.

The investment analyst or a member of the investment analyst’s household has a long position in the shares or derivatives of the relevant issuer.

The investment analyst or a member of the investment analyst’s household has a short position in the shares or derivatives of the relevant issuer.

As of the month end immediately preceding the date of publication of this report, or the prior month end if publication is within 10 days following a month end,
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Beaufort Securities Limited and / or its affiliates beneficially owned 1% or more of any class of common equity securities of the relevant issuer.

6. A senior executive or director of Beaufort Securities Limited or a member of his or her household is an officer, director or advisor, board member of the relevant
issuer and / or one of his subsidiaries.

7. Beaufort Securities Limited acts as corporate broker to the relevant issuer.

8. The investment analyst who is responsible for the preparation of this investment research is employed by Beaufort Securities Limited.
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